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IN THE CHANCERY COURT OF THE STATE OF TENNESSEE
TWENTIETH JUDICIAL DISTRICT, DAVIDSON COUNTY

RECEIVED
MAY 28 2003

Dut‘.o.&mag,f}mrt
No. 03-205-1

STATE OF TENNESSEE, ex rel.,
PAULA A, FLOWERS,
Commissioner of Cotmmerce and

)
)
) -
Insurance for the Statc of Tennessee, ; ':1_ '%_ 9:'_3 -
| B =
.- ] [t Y e
Petitioner, ) Sy ;“2: " g
) PR CR s
v. ) 4 o oo
) L3 2 O
THE RECIPROCAL ALLIANCE ) L S
- . = = o3
(Risk Reténtion Group), a Tennessee ) e 4 o
domiciled insurance company, } 2 A
)
)

Respondent.

FINAL ORDER OF LIQUIDATION;
FINDING OF INSOLVENCY; AND PERMANENT INJUNCTION
This matter came before the Court on the Motion to Convert Rehabilitation to Liquidation

and Verified Petition for Final Order of Liquidation, i)oclaraﬁon of Insolvency and Permanent
Injunction filed by Panla A. Flowers, Commissioner of Commerce and Insurance for the State of
Tennessee ("Commissioner,” or "Petitioner” or “Rehabilitator) of Respondent The Reciprocal
Alliance (Risk Retention Group), 2 Tenmessee domiciled insurance company (“TRA"
"Respondent” or "insurer™), pursuant to Tenn. Code Ann. § 56-9-305(a) and § 56-9-306. The
Motion was set to be heard on May 30, 2003, with notice to Respondent, and no response to the

Motion was filed. Accordingly, based on the Motiog and Verified Petition, the exhibits thereto,

and the record in this cause; the Court finds the Petitioner’s Motion and Verificd Petition to be
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well taken and that it should be granted in its entirety. It is, therefore, ORDERED, ADJUDGED
AND DECREED as follows:

L. That the Petitioner, Paula A. Flowers, is the duly appointed Commissioner of
Commerce and Insurance for the State of Tenncssee and statutory rehabilitator of The Reciprocal
Alliance (Risk Retention Grounp) (hereinafier “TRA™), Putsuant to the Tennessee Insurers
Rehabilitation and Liquidation Act, Tenm. Code Amn. §§ 56-5-101, et seq. (hersinafter, “the
Act”), the liquidation of a domestic insurer is 1o be conducted by the Commissioner and her
uccessors in office after her appointment as liquidator by the Court. Tetn. Code Amm, §8 56-9-
306, et seq.;

2. That the Commissioner has reasonably determined that an order of liquidation of
TRA is necessary. The Commissioner as Rehabilitator for TRA since January 31, 2003, has
determined that the insurer is in such condition that further transaction of its business would be
hazardous financially to the insurer’s policyholders, creditors and the pub]jclz. The Commissioner
further has determined that the insurer is insolvent and that further atternpts to rehabilitate TRA
would substantially inerease the risk of loss to creditors, policyholders and the public, and would
be futile;

3. The Commissioner requests a declaration of the ingurer’s insolvency, and the
Court hereby declares based on the record that TRA is igsolvent;

4 There is no further pupose or justification for continuing to rehabilitats TRA;
thersfore, this Court hereby pramts the request under Tennesse¢ Code Annotated § 56-9-305 and

306 to convert this action into  liquidation of TRA and finds good cause for immediate entry of

a Fitial Order of Liquidation and Permanent Injunction as follows:
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A The receivership of The Reciprocal Alliance (Risk Retention Group) (also
referred to herein as “TRA™ or "insurer"), created by Order entered January 31, 2003, for

purposes of liquidation. All powers, authorit . and responsibilities of the Commissioner
which are granted by the Court’s previous rehabilitation orgders, and which are not hsted,

amended, or augmented in; this Liquidation Ordey, are hereby reaffirmed and continued in
Liquidation.

B. The Commissioner of Comnerce and Insurance for the State of Tennessee,
and her successors jn office, is appointcd Liguidator of The Reciprocal Alliance (Risk
Retention Group) for putposes of liquidation as provided by Tenn. Code Ann, §§ 56-9-

C. Pursiant to Tenn. Code Ann. § 56-9-307, the Commissioner, as liquidator,
is authorized and directed (1) to take and continue in Possession of all accounts, assets,
monies, and property (both tangible and intangible) belonging to, held by and/or in the
hate of TRA both within and without the State of Tennessee, (2) to continue to be vested
by operation of law with the title to all of the property, contracts and rights of action, and
all of the accounts, assets, monies, books and records of the insurer, wherever located, as
of the date of eniry of the rehabilitation order, and any further title or rights in property
gained by the Commissioner by virtue of such receivership, and (3) 1o continue to have
the right to recover the same and reduce the same to possegsion and to administer them
under the general supervision of the Court.

D. Pursuant to Temn. Code Ann. § 56-9-307, the rights and labilitics of TRA,
and of its creditors, policyholders, shareholders, members and all other persons interested
in its estate shall become fixed as of the date of the entry of this Order of Liquidation,
eXcept as provided in Tenn. Code Ann, §§ 56-9-308 and 326.

E. Policies Cancellation. Purenant to Tenn. Code Ang, § 56-9-308, all
policies, including bonds and other honcancellable business, in effect at the time of
issuatice of this Order of Liguidation shall conting in force only for the lesser of: Da
period of thirty (30) days after the date of ¢ntry of the Order of Liquidation; (2) the
expiration of the policy coverage; (3) the datc when the insured has replaced the
insurance coverage with equivalent insurance in another insurer or otherwise terminated
the policy; (4) the Lquidator has effected a transfer of the policy obligation pursnant to
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Tenn. Code Amn. § 56-9-310(=)(10); (5) the date proposed by the liquidator and approved
by the Court to cancel coverage. The liquidater proposes and the Court hereby approveg
that all outstanding policies and ¢overage be canceled on {date 30 days after Court
enters the Order of Liquidation] at 11:59 p-m.

F. This Order of Liquidation shall terminate coverage at the time specified in
Tenn. Code Amn. § 36-9-308(a) for purposes of any other statute,

G. The liquidator shall have all the powers emumcrated in Tenn. Code Ann. §
56-9-310, including the power to appoint a special deputy or deputies to act for her and to

liquidator as granted by this Order and as enumerated in Tean. Code Axn. § 56-9-310.
The special deputy shall serve at the pleasure of the liquidator,

H The liquidator shall have the power to employ employees and agents, legal
counsel, actuaries, accountants, appraisers, consultants and such other personnel as the
liquidator may deem necessary to assist in the liquidation.

L The liquidator shall have the power to fix reasonable ¢ompensation of
employees and agents, legal counsel, actuaries, accountants, appraisers and consultants
with the approval of the Court, and shall have power to pay reasonable compensation to
persons appointed and to defray from the funds or assets of the insurer all cxpenses of
talang possession of, conserving, eonducting, liquidating, disposing of, or otherwise
dealing with the business and propetty of the insurer.

I The liquidator shall have the power to hold hearingg, to subpoena
witnesses to compel their attendancs, to administer oaths, to examine any peison under
oath, and to compel any person to subscribe to his or her testimony after it has been

K. The Kquidator shall have the power to audit the books and records of all
agents of the insurer ingofar as those resords relatc to the business activities of the

L. The liqidator shall have the power 1o acquire, hypothecate, encumber,
lease, improve, sell, transfer, abandon or otherwige dispose of or deal with, any property
of the insurer at its market value orupon such terms and conditions as are fair and
reasonable. The liquidator shall also have PoWer to execute, acknowledge and deliver
eny and all deeds, assignments, releases and other instruments necessary or proper to
effectuate any sale of property or other transaction in connection with the liquidation.
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M.  The liquidatar shall have the Power to enter mto such contracts as are

necessary to carry out the Order of Liquidation, and to affirm or disavow any contracts to
which the insurer is a party.

N. The liquidator shall have the Power to continue to prosecnte and to
institute in the name of the insurer or in the liquidator’s own name any and all suits and
other iegal procecdings, 1 this state or elsewhere, aud to abandon the prosccution of
claims the liquidator deers unprofitable to Pursue firther. :

0. The liquidator shall have the POWCT to prosecute any action at law or in
cquity which may exist on the liquidator’s behalf, and/or on behalf of the creditors,
members, policyhelders or sharcholders of the insurer against any person or entity.
Pursuant to Tenn, Code Ann. § 56-9-313(b)(1), the liquidator Iay, within two (2) years
o such other longer time as applicable law may permit, institute an action or procecding
on behalf of the cstate of the insurer upon any cause of action against which the period of

limitation fixed by applicable law has not expired at the time of the filing of the instant
petition for liquidation.

P. The liquidator shall have the power to remove any or all records and
property of the insurer to the offices of the Commissioner or to sych other place as may
be convenient for the purposes of cfficient and orderty execution of the liquidation.

Q. The Yiquidator shall have the power under Tenn. Code Ann. §§ 56-9-3135,
316, and 317 to avoid fraudulent and preferentia) transfers.

R. The enumeration of the powers and authority of the liquidator shal] not be
construed as 2 limitation upon the Commissioner or Special Deputy, nor shall it exclude
in any manner any right to do such other acts not hercin specifically enumerated ot

otherwise provided for, as may be nocessary or appropriate for the accomplishment of or
in aid of the purpose of liquidation,

S. Notice. The liquidator shall give or cause to be given notice of the Order
of Liquidation in accordance with Tenn, Code Ann. § 56-9-311 as soon ag possible: (1)
by first class mail and either by telegram or telephone to the insurance commssioner of
cach jurisdiction in which the insurer is doing business; (2) by first class mail to any
Buaranty association or forsign guaranty association which is or may become obligated as
a result of liquidation; (3) by first class mail to all insurance agents of the insurer; (4) by
first class mail to ail persons known or reasonably expected to have claims against the
insurer including all policyholders, at their last known address as indicated by the racords
of the insurer; and (5) by publication in a newspaper of general circulation in the county
in which the insurer has its prireipal place of busincss and in such other locations gs the
hquidator deems appropriate.
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T. Claims Deadline. Except as otherwise establiched by the liquidator with
approval of the Court, notice to potential claimants under Tenn. Code Ann. § 56-9-311(a)
shall specify in the notics and require claimants to file with the liquidator their ¢laims
together with proper proofs thereof under Tenn. Code Ann, § 56-9-324, on or before 4:30
p.n., Central Time, August 30, 2004, for purposes of participating in any distribution of
asscts that may be 1nade on timely filed claims that arc allowed in these proceedings,

U.  With notice given in aceordance with Tenn, Code A § 56-6-311, the
distribution of assets of the insurer nnder Tenn. Codec Ann. §§ 56-9-101, et seq, shall be
conclusive with respact to all claimants, whether or not they recaive totice.

V. Protection from Sait. Pursuant to Tenn. Code Ang. § 56-9-313, no
action at law or equity or in arhitration shall be brought against the insurer or liquidator,
whether in Tepnessee or clsewhere, nor shall any such existing actions be maintajned or
further presented or prosecuted after issuanoe of the Order of Liquidation. All claims
must be submitted through the claims process as set forth in the Aet, and as further
defined in this Order. Whenever, in the liquidator's judgment, protection of the estats of
the ingwrer necessitates intervention in an action against the insurer that is pending
outside this state, the liquidator may intervene in the action, The hquidator may defend
any action in which the liquidator intervenes under this section at the expense of the
cstate of the insurer,

W.  Injunetions. Pursuant to Tenn. Code Ann. § 56-9-105(2)(1-11), all
persons, firms, corporations and associations, including but not limited to, Respondent
TRA and its officers, directors, stockholders, members, subgcribers, agents, contractors,
subcontracters and all other persons with authority over or in charge of any segment of
TRA’s affairs, are prohibited and permanently enjoined from (1) the transaction of its

-~ business, (2) the waste or disposition of its Property, (3) the destruction, deletion,
todification, or waste of its records, databases or computer files, (4) the commencement
or prosecution of any actions, or the obtaining of preferences, Judgments, attachments or
other liens, or the making of any levy against the insurer or against its assets or any pant
thoreof unti] further order of this Court, and (5) any other threatened or contemaplated
action, not pexnitted under the Act, that might lessen the value of the jnsurer's assefs or
Prejudice the rights of policyholders, creditors or shareholders, or the administration of
any proceeding under this chapter; and this Cougt further authorizes the liquidator to
apply outside of Tennessee for the relief described in Tenn. Code Amn. § 56-9-105(a).

X Cooperation, Pursuant to Tenn. Code Ann. § 56-9-106, the officers,
managers, directors, trustees, owners, employees, agents, contractors ot subcontractors of
TRA, and any other persons with anthority over or in charge of any scgment of its affajrs,
are ordered and required to cooperate with the Commissioner in the ¢arrying out of the
Liquidation. The texm "person” shall include any person who exercises control directly or
mdirectly over activitics of TRA through any hoiding company, parent company, or other
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affiliaic of TRA. Further, the term “person” shall include any person who exercises
control or participation in the activities of TRA, such ag through the record-keeping and
COMIpUter systemns operation telating to the activitias of TRA. "To cooperate” shal)

Y. Any bank, savings and loan association, financial institution or other
person, which has on deposit, in its possession, custody or control any fimds, accounts
and any other assets belonging to, held by, and/or in the name of TRA, shalt immediately
transfer title, custody and control of all such funds, accounts, or assets to the liquidator,
and are hereby instructed that the liquidator has absolute contro] over such funds,

finaucial institution, or take any lesser action necessary for the proper conduct of this
receivership, No bank, savings and loan association or other financial mstitution shalj
exercise any form of set-off, alleged set-off, Hen, any form of self-help whatsoever, or
rcfuse to transfer any funds or aseets to the liquidator’s control without the permission of

Z. Pursuant to Tenn. Code Ann, § 56-9-307(e), the liquidatot shall make
financial reports tg the Court, which shall be fled withig one (1) year of the Order of
Liquidation, and at least anmially thercafter. Finaneja) reports shall include the assets and
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DD.  This Liquidation Order shall be posted on the Teanessee Department of
Commerce and Insurance website,

5. The Commissioner may apply to the Court for any further orders which may be

be entitled. This Court retains Jurisdiction for the Furpose of granting such further relief as from

time to time shall be deemed appropriate.

CHANCELLOR NG
APPROVED FOR ENTRY:

PAUL G. SUMMERS
Attomey Geperal & Reporter
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EARAH A. HIESTAND (BPR #1 4217)

Senror Counsel, Financial Division
Office of the Attorney General
P.O. Box 20207

Nashville, Tennessee 372020207
(615) 741-6035

Leslie ¥, Shechter (BPR #14036)

Farmer & Luna, PLLC

333 Union Street, Suite 300

Nashville, Tetmesses 37201

(615) 254-9146

Counsel for Commissioner apd Receiver Paula A. Flowers
and Special Deputy Racejver Michael D. Pearigen
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CERTIFICATE OF SERVICE

T hereby certify that a truc and correct copy of the foregoing Final Order of Liquidation
and Permanetit Injunction and Doclaration of Insolvency has been delivered by U.S. mail, first-
class postage pre-paid to:

The Reciprocal Alliance RRG
Board of Directors
c/o Thomas K. Smith

President and CEOQ, The Regiprocal Alliance RRG
4200 Innslake Drive

Glen Allen, Virginia 23060-3307

Bill Crews, Esq.
Crews & Associates
5006-B Monument Avenye

Richmond, VA 23230 and via fax to 804-359.1998

on this them day of May, 2003, and after entry, will be posted on thé Department of
Commeree and Insurance website at:

http://www.state.tn.us/commerce/insurance/reci olsfindexiz. ‘ ;
-’ Sﬁ% ANN HIESTAND
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